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When a reviewo r  appeal 

revision of a rate, 

included in the rate 

the amount allowedfor 


following manner: 


decision results in the 


any additional operating cost 


computation shall be offset by 


trending and indexing in the 


(a) 	If the cost increase was incurredprior to the 


rate year in question the additional operating 


cost shall be offset by the amount allowed for 


trending and indexing. 


(NOTE: This does not represent a new policy, but enun

ciates the policy currentlyin effect.) 
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General Policies and Guidelines 


(j) 	Effective with the revised J u l y  1, 1 9 9 3  rates f o r  

acute care hospitals, the operating costs 

(trended and indexed) and the capitalc o s t s  used  

for rate setting shallbe limited to the 


pre-trending and index amounts from the prior 


year's rate setting trended and indexed 


(separately for operating and capital cost) at 


150% of standard inflation factor. For purposes 

- .  

of the July 1, 1993 rate setting, rates shallbe 

computed asif they were set on January 1, 1993 

and for purposes of limiting cost increases to 

150% of inflation, the cost data from the January 

1, 1992 rate setting shallbe used to compute the 

limitations oncost. 
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i 0 2 .  ESTABLISHMENT OF U P P E R  limit 

An upper limit applicable to all inpatient costsexcept capital 

costs and professional component costswill be set at the 

weighted median cost for hospitalsin each peer group with the 

exception of hospitals servinga disproportionate number of poor 

patients (see Section 1 0 2 A  regarding hospitals determined to 

meet disproportionate share requirements). In addition, 


hospitals whose general characteristic is not that
of an acute 


care hospital (i.e., because they are primarily
rehabilitative 


in nature) will be exempted from operating upper limits. 


~-

General procedures for setting the upper limitare as follows. 


Utilizing cost reports (available as of December 1 of each year) 


for all hospitals, allowable Medicaid inpatient
cost (excluding 


return on equity capital and those fixed costsassociated with 


capital expenses) will be trendedto the beginningof the 


prospective rate year. The trending factor will beestablished 


using the DataResources, Inc., average rate ofinflation 


applicable to the period being trended. The trending factor 


thus determined is utilized to establish the
allowable Medicaid 

inpatient cost basis f o r  indexing. Costs shall be limited to 

the cost report data used in the prioryear's rate setting 

trended and indexed at 150% of the inflation factor. 

The cost basis is then indexed for the prospective
rate year to 

allow for projected inflation for the year. With the Medicaid 

return on equity capital then added, the result represents t h e  
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Medicaid inpatient allowable cost basis � o r  rate setting, which 

is then converted toa per diem cost utilizingt h e  latest 

available Medicaidinpatient bed day statisticsf o r  each 

hospital. 

For purposes of applying an upper limit, hospitals
are peer 

grouped according to bed size. Effective January 1, 1983 the 

peer groupings for this payment systemwill be: 0 - 5 0  beds, 

51-100 beds, 101-200 beds, 201-400 beds, and 401 beds and up. 

~-

The hospital inpatientcost per diems are arrayed
from lowest to 

highest by peer group. Hospitals exempted from operating upper 

limits are not included in thea r r a y s  Newly constructed 

hospitals and newlyparticipating hospitalswill be excluded 

from the arraysuntil a cost report that containstwelve full 

months of data is available. The median cost per diem �or each 

of the five (5) arrays will be basedon the median number of 

patient days. The upper limit for each peergroup containing 

facilities with more than 100 beds shall be computedat the 

median. The upper limit f o r  each peer group of facilities with 

less than 101 beds shall be 110% of the median. In order to 

disassociate the designated teaching hospitals withtheir higher 

costs from other hospitals, these hospitals are removedfrom the 

array in orderto set theupper limit f o r  other hospitals in the 

class, except thatpediatric teaching hospitals willremain in 

the a r ray .  
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disproportionate SHARE HOSPITALS 

42 [J.S.C. as amended, imposed new requirements regarding paymentsto hospitals 
considered to be serving a disproportionate shareof indigent individuals (i.e. the term 
“disproportionate share hospital”). This section of the manual specifies which hospitals shallbe 
classified as disproportionate share, and the payment adjustment made withregard to them. 

(a) Classification 

( 1 )  	 Disproportionate share hospitals are defined as those hospitals meeting the following 
criteria: 

A. The hospital shall have at least two (2) obstetricians with staff privileges at 
- the hospital who haveagreed toprovide obstetric services to Medicaid 
. 

eligible individuals, If the hospital is located in a rural area (that is, an area 
outside ofa Metropolitan Statistical Area, as definedby the Executive 
Office of Management and Budget), theterm “obstetrician’ includes any 
physician with staff privileges at the hospital to perform nonemergency 
obstetric procedures. 

Item A aboveshall not apply to ahospitalif: 
1 .  	 The inpatientsarepredominantlyindividuals under eighteen (1 8)  

years of age; or 

2.Thehospitaldid not offernonemergencyobstetricservices as of 
December 21, 1987. 

C. 	 In addition to the criteria in (A) and (B). the hospital shall have a Medicaid 
inpatient utilization rate of not less than one(1) percent. 
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(b) The following upper limits and payment principles shall apply to disproportionate 
share hospitals. 

( 1 )  	 Acute carehospitals with Medicaidutilization oftwenty (20) percent or 
higher, or having twenty-five (25) percent or more nursery days resulting 
from Medicaid covered deliveriesas compared to thetotal number of 
allowable Medicaid days, shall have an upper limitset at 120 percent of 
the weighted median per diem cost for hospitals in the array.In addition to 
the per diem amount computed in this manner, the hospitals be paid 
(as appropriate) additional amountsfor services to infants under age six 
(6) (as shown in Section 102B). The hospitals shall also be paid their 
disproportionate share hospital payments as appropriate. 

(2) 	 Designatedstateteachinghospitalsandmajoraffiliatedpediatricteaching 
hospitals (i.e., those affiliated withor a part of the Universityof Kentucky 
and the University of Louisville) shall have an. upper limit set at126 
percent of the weighted median per diem cost forall other hospitals of 
comparable size (401 beds and up). The pediatric teaching hospitals shall 
also be paid, in addition to the facilities base rate, an amount which is 
equal to two (2) percent of the base for each one(1) percent of Medicaid 
occupancy but this amount shallnot exceed the prospective reasonably 
determined uncompensated Medicaid cost to the facility.In addition to the 
per diem amount computed using the limits specifiedin this paragraph, the 
hospitals shall bepaid (as appropriate) additional amounts for servicesto 
infants under age six (6) (as Shown in Section 102B). The hospitals shall 
also be paid disproportionate share hospital payments as appropriate. 

(3) 	 MentalhospitalswithMedicaidutilizationofthirty-five (35) percent 
or higher shall have an upper limit set at1 15 percent of the weighted 
median per diem cost for hospitalsin the array. The hospitals shall alsobe 
paid disproportionate share hospital payments as appropriate. 
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(4) 	 All otherdisproportionateshareacutecarehospitalsshallhavetheirupper 
limit set at the weighted median per diem of the costf o r  hospitals in the ~ 

array. In addition to theper diem amount computed in this manner, the 
hospitals shall be paid (as appropriate) additional amountsfor services to 
infants under age six (6) (as shown in Section 1023). The hospitals shall 
also be paid disproportionate share hospital payments as appropriate. 

(c) FrequencyofReview 

Except as otherwise specified in this paragraph, determination of disproportionate share 
hospital status shall be made prior to the beginning of each universal rateyear based upon 
prior year data. Once determined by the Department, disproportionate status shall not be 
revised for that rate year. For psychiatric hospitals, the Department shall accept annually 
a patient census as documentation of Medicaidoccupancy. 
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( 2 )  	 Designated state teaching hospitals and major 

affiliated pediatric teaching hospitals (i.e., 

those affiliatedwith or a part of the University 

of Kentucky and the Universityof Louisville) 

shall have anupper limit set at126 percent of 

the weightedmedian per diem cost all other 

hospitals of comparable size(401 beds and up). 


The pediatricteaching hospitals shall
also be 

paid, in additionto the facilities' base rate, an 

amount which is equal to two( 2 )  percent of the 

base f o r  each one (1) percent of Medicaid 

occupancy butthis amount shall notexceed the 

prospective reasonably determineduncompensated 

Medicaid cost to the facility. In addition to the 

per diem amountcomputed using thelimits 

specified in thisparagraph, thehospitals shall 

be paid (as  appropriate) additional amounts f o r  

services to infantsunder age s i x  (6) (as shown in 

section (c)(2)). The hospitals shall also be paid 

disproportionate share hospital payments as 

appropriate. 
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( 3 )  	 mental hospitals w i t h  mediciad utilization o f  

t h i r t y - f i v e  ( 3 5 )  p e r c e n t  or higher shall have an 

u p p e r  limit set a t  115 p e r c e n to ft h e  weighted 

median per diem cos t  � o r  hospitals in the array. 

T h e  h o s p i t a l s  shall a l s o  be paid disproportionate 

share  hospital payments as appropriate. 

( 4 )  All other disproportionate share acute care 

hospitals shall have theirupper limit set at the 

weighted median per diemof the cost f o r  hospitals 

in the array. In addition to theper diem amount 

computed inthis manner, thehospitals shall be 

paid (as appropriate) additional amounts f o r  

services to infants under agesix (6) (as shown in 

section (c)(2)). The hospitals shall also be paid 

disproportionate share hospitalpayments as 

appropriate. 



A t t a c h m e n t  4.19-A 
exhibit t A 

Department �or  Medicaid Service5 hospitals 
G e n e r a l  P o l i c i e s  and Guidelines 

( c )  Frequency of Review 


Classification of disproportionate share hospitals shallbe 


made prospectively prior to the beginning of each universal 


rate year. Classification, once determined by the 


Department, shall notbe revised �or that rate year. 



